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KEY ECONOMIC INDICATORS FOR THE GOVERNMENT 
OF CYPRUS-CONTROLLED AREA OF CYPRUS 


All values in US $ million and represent period averages unless otherwise indicated, 


Exchange Rate: US $1 = ,373 (1978), .355 (1979), .353 (1980) Cyprus Pounds 


Change 
1980 Vs 1979 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices (CYE) 
GNP at Constant (1973) Prices (CYE£) 
Per Capita GNP, at Current Prices + 
Gross Fixed Capital formation 
at Current Market Prices ++ 
Personal Income at Current Market Prices +++ 
Indices: (1967 = 100) 
Industrial Production 
Average Industrial Wage (manufacturing) 
Labor Force (Thousands) 
Average Unemployment Rate 


MONEY AND PRICES 
Average Retail Price Index 


Money Supply 
Interest Rates (Central Bank) 


BALANCE OF ‘PAYMENTS AND TRADE 

Gold and Foreign Exchange Reserves 

External Public Debt (Excl, IMF Drawings) 

Annual Debt Service Payments (Interest 
and Service Charges) 

Invisible Balance 

Balance of Payments 

Balance of Trade (Deficit) 


U.S. Share as percent of total Trade 


‘1978 


528.9 
353.5 
800 


171.2 
961 


163 

364 

202.3 
2.0 


372,8 
139.9 
4.0 


200.5 


+ 10,5 
-357,5 


344,1 
5.1 
757.6 

42.2 


(5.6%) 


1979 


MAIN IMPORTS FROM U.S. 


Wheat, Barley, Sorgimm and 63,363 
Corn 


Leaf Tobacco 
Cigarettes 


Industrial Paper (Including 
Printing, Kraft and other) 


650 
448 


6,625 


Quantity MI Value 


10.3 


3.4 


5.1 


3,0 


1979 


1980 
(Brovisi 


641.5 
376.5 
3,540 


763.9 
392.7 
4,222 


215.1 
1,181 


262.1 
1,409 


187 

579 

207.8 
2.1 


176 

471 

206.3 
1.8 


13.5 
434.5 
6% 


1,008.4 1,200.8 
54.9 71.6 


(5.4%) (6.0%) 
1980 

Quantity MF” Value 

141,386 22.9 


660 3.7 


138 1.7 


11,939 6.5 


Per Capita GNP applies only to Greek population in the South 


estimated at 512,000, 


Gross fixed capital formation by industrial application in 


19,1% 
4.3% 
19.3% 


21.9% 
19,3% 


6.3% 
22.9% 
0.7% 
16.7% 


42.1% 
19,0% 
Unchanged 


11,3% 
49 8% 
58.6% 


23.4% 


22.3% 


16.5% 
12,9% 
19,1% 
30.4% 


11.1% 


agriculture, mining and quarrying, manufacturing, 
gas and water, construction and transportation, 


+++ Personal income is private consumption expenditure 


electricity, 





SUMMARY 


The 1974 Turkish intervention severely damaged the economy 
of Cyprus as a result of the massive population dislocation, 
the loss of manufacturing and tourist capacity, agricultural 
areas, and the flight of private capital. In 1975, GDP in 
the government controlled area declined by 20 percent, 
unemployment rose to over 20 percent and private investment 
was cut in half compared to previous years. 


As a result of good luck, sound policy and hard work the 
economy of the Republic of Cyprus has, to a remarkable 
extent, recovered. The construction sector and light 
manufacturing have been the strongest forces in this 
recovery. Cyprus also has benefitted from the civil war in 
Lebanon in that it has become a base for Middle East 
operations for multinational companies. 


Gross national product which fell from C&347 million in 1973 to 
C&268 million in 1975, reached C&764 million (provisional 
figure) in 1980. The balance of trade in 1980 was in deficit 
by $592 million. Inflation as measured by consumer prices was 
13.5 percent, The major contributing factor to the high trade 
deficit and rate of inflation has been the ever increasing 
price of imported oil. 


In order to counteract the inflationary forces, the Government 
has embarked on a stabilization program aimed at reducing 
private credit, increasing government revenue and deferring 
development expenditures, The Government is also considering 
ways to reduce the dependence on oil including the possible 
use of coal for the generation of electricity and the 
production of cement. 


A. CURRENT ECONOMIC SITUATION 


1, Impressive Recovery from the Events of 1974, 

The economy of Cyprus surtered a severe blow as a result of 
the Turkish intervention in the summer of 1974, The northern 
third of the island which included the largest port, 
substantial tourist facilities and the most important citrus 
growing region was lost. There also followed a major 
population transfer which involved about one-third of the 
total population of the island - 180,000 Greeks moved to the 
south and 45,000 Turkish Cypriots moved to the north. 
Economic links between the two communities were severed, 
Authorities in the south were faced with an urgent requirement 
to shelter, feed and employ the displaced, restore industry, 
and replace infrastructure, 
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As a result of generous foreign assistance, a sound 
economic recovery program,and the collective determination 
of the hard working people of Cyprus, the economy of the 
Government controlled portion of the island has bounced 
back. A key to the recovery has been the construction 
‘sector which was stimulated by the need to re-nouse a 

large proportion of the population. Since 1974 over 

30,000 housing units have been built, Fortunately for 
Cyprus, the post-1974 period also coincided with the economic 
boom in the Middle East which was followed by the rise in 
oil prices beginning in 1973, Cypriot construction firms, 
which had been active in the area for many years, were able 
to secure large contracts providing both employment and 
revenue, The potential market in the Middle East also 
stimulated the development of light manufacturing in Cyprus, 
mostly shoes and clothing, centered in veities wich large 
refugee populations. Real growth in manufacturing averaged 
over 18 percent in the years 1975-78, 


The island has also experienced an astonishing recovery in 
the tourism sector. Prior to 1974, the bulk of the touristic 
facilities were located in areas now under Turkish control, 
The loss of these facilities necessitated large investments 
in new hotels and tourist apartments which has changed the 
face of the townsof Larnaca and. Limassol. Tourist arrivals, 
which fell from 264,000 to 47,000 between 1973 and 1975, 
reached 353,000 in 1980, The number of beds available has 
doubled since 1975 and now numbers over 10,000, Cyprus is 
also attracting tourists from more diverse points of origin. 
Tourist arrivals from the Middle East, Scandinavia and 
Germany have shown substantial increases in recent years, 


Agriculture, the traditional mainstay of the Cypriot economy, 
is the sector which has shown the least buoyance since 1974. 
Its contribution to GNP has fallen from 17 percent in 1973 

to 10 percent in 1979. However, it still provided about 

20 percent of the employment and about 40 percent of total 
exports in 1979. 


2. World Recession and Oil Dependency Adversely Affect Trade 
Balance. Cyprus has not escaped the current world recession 
brought about by the 1979 oil price increase and anti- 
inflation policies of most western developed countries, 
Cyprus is wholly dependent on imported oil as its source of 
energy and the recent price increases have played havoc with 
its balance of trade, Oil imports climbed from Cb44,5 million 
in 1975 to C578.5 million in 1980. As a percentage of export 
earnings, importedOil now accounts for 50 percent compared to 
32 percent in 1979. Continuing strong demand for imported 
consumer goods combined with increased energy purchases pushed 


up Cyprus’ trade deficit to US$592 million compared to 
US$484 million in 1979. 





The growth of exports influenced by the world recession 
slowed from 27 percent in 1979 to 16 percent in 1980, 
Exports of food and beverages were especially soft and 
their share of total exports fell from 37 percent to 33 
percent, The combined value of potato and carrot exports 
fell slightly in 1980, Exports of citrus products fell by 


10 percent and the volume of grape exports also dropped by 
10 percent, 


The manufacturing sector continued to grow but at a slightly 
lower rate percent n real terms). Cement 

' production increased by 7 percent in 1980 with about 

percent or 0, on tons going to. to exports, Food 

canning declined by 4 percent to 13,700 tons in 1980, 

Wine production also declined - total production was 

43 million liters compared to 49.5 million liters in 1974, 

Production of footwear and clothing increased by 11.5 and 
25.0 percent respectively in 1980; ene the value of 


i SB te mainl Arab percent 
The value of clothing carts increased by Np 


25 percent in 1980. Other sectors with satisfactory increases 
were the paper, chemicals, metals and machinery industries. 


3, Government Stabilization Policy. As a reaction to an 
accelerating rate o nilation, and a deterioration in the 
balance of payments, the Government embarked on a stabilization 
program in early 1980, Efforts were made to curtail non- 
essential government expenditures and increase revenues and 

at the same time hold down private consumption by curtailing 
credit, Efforts to control government expenditures have 

only been partially successful, Serious operating problems 

in the co-operative movement have necessitated large infusions 
from the Central Bank, for political reasons the construction 
of refugee housing has continued unabated, and public sector 
salaries have risen substantially in the last year, 

Government consumption expenditures in 1980 continued to rise but 
at a rate roughly equal to that of the national economy and 
constituted 13.3 percent of GNP. 


Because of the increasing balance of payments deficit, the 
Government felt obliged to borrow both from the IMF and 
International markets to maintain foreign currency reserves 

in 1980. As a result of these substantial borrowings and 
continued assistance from Greece and UNHCR ($15 million donated 
by the U.S.), Gold and foreign currency reserves actually 
increased in 1980. External debt as a percentage of national 
income is estimated to have risen to 21.7 percent in 1980 
compared to 19.7 percent in 1979, 





4, Prospects for 1981. Exogenous factors such as energy 
prices, agricultural market conditions in Europe and 
tourist preferences rather than local policy will play 
the major role in determining the economic results in 1981, 
If oil prices stabilize and Cyprus continues to expand its 
exports both agricultural and manufactured to the Middle 
East, which increased from C457 million in 1979 to C576 
million in 1980, the balance of payments situation may 
improve, Cyprus might also benefit from an improvement 

in its agricultural exports to the EEC, Early indications 
are favorable - during the first quarter of 1981, domestic 
exports have increased by 20 percent, Hotel bookings are 
also reported to be running well ahead of last year, 
Hoteliers are especially encouraged by increases from non- 
traditional points of origin such as Scandinavia and Arab 
countries, 


The domestic construction sector will probably continue to 

be soft because Of past overbuilding and continued credit 

restrictions, The continuation of refugee housing programs 
and agricultural development projects should alleviate this 
situation to some extent, 


The Government's fiscal and monetary policy will continue 
to be anti-inflationary. The money supply will probably 
grow at the same rate as in 1980 (18.5 percent increase). 
The credit controls which were imposed at the beginning of 
1980 will be kept in place until the end of the year, 
Banking sources predict that GNP in real terms will expand 
by 3.5 percent in 1981 while inflation may ease to about 
12 percent, 


B. IMPLICATIONS FOR THE U.S. 


1. U.S. Share of the Market Increasing. Spurred by grain 
orts to Cyprus increased b 30.4 percent in 
1980, » Market share rose slig y trom 5.4 percent to 
6 Pp Srcent of Cyprus total imports, U.S, manufactured goods 
vatee a good reputation for quality but price and trans- 
portation costs limit their potential in Cyprus, The high 
technology items such as computers are well served by local 
subsidiaries of American firms and aggressive agents selling 
U.S. technology normally of European manufacture, U.S. 
consumers' products, textiles, food stuffs and home furnish- 
ings (carpets) appear to offer a price advantage compared to 
the existing competition, but high transportation cost and 
the small size of the market often combine to erase this 
advantage, Cypriot businessmen are becoming more active in 
the Middle East markets, often buying in large quantities for 
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re-export. U.S. firms should continue to be competitive 
in this market,especially in fields where we have a price 
or quality advantage such as high quality textiles and 
carpets, 


2. EEC Association Agreement. Cyprus has traditionally 

looked to Europe especially to the United Kingdom, as a supplier 
of manufactured products and as a market for its agricultural 
production. The U.S. entrance the EEC in 1973 forced 

Cyprus to seek an association agreement with the European 
Community which is to lead to a full customs union, Progress 
on this matter was delayed by the Turkish intervention in 

1974, but negotiations on a second-stage agreement are to 
begin in 1982 leading to a full customs union by the mid 
1980's. U.S. products for the local market are now sliahtlv 
disadvantaged in terms of tariff treatment compared to goods 
of EC origin, A second-stage agreement with the EC will 

mean that U.S, manufactured products will face additional 
tariff barriers which may further weaken their competitiveness. 


3. Areas of Special Interest to U.S. Firms. Cyprus has one 
of @ most modern telecommunications systems in the region 
and the Cyprus Telecommunications Authority continues to 
modernize its facilities, A U.S. firm recently succeeded in 
winning the contract for the earth satellite station 
constructed by the Authority. The Authority is expected to 
continue to be in the market for modern telecommunications 
equipment for the next several years. 


SS Bays is faced with the necessity of updating its 


eet between now and the mid 1980's, New, efficient 
aircraft will be needed to maintain its links with Europe 
and the Middle East. The Civil Aviation authorities are 
also anxious to improve the air traffic control system. 
Plans for the acquisition of radar equipment have 
postponed for the time being because of the government's 
financial constraints, 


4, IBRD projects are directed towards improving the water 
resources oF the country both for drinking and irrigation, 
The largest project, which is projected to cost over $250 
million, is the Southern Conveyor which will consist of a dam 
and a delivery pipeline running from Limassol to Famagusta. 
These projects are expected to facilitate a substantial 
expansion of fruit and vegetable production, IBRD is currently 
assisting in a project to improve marketing of these products 
in anticipation of the increased production. The local 
market for agricultural production and food processing and 
packaging machinery should expand as well. 





IBRD has also suggested that the island study the 
possibility of converting.one or: more of its electrical 


sen coal, This would. necessitate 


he constru £ t able of . e 


port also might be used in the production Sf cement. 


5. Cyprus As a Base for Regional Operations, Because of 
its geographic Location and excellent telecommunications 
facilities, Cyprus has become a center of operations for 
many multi-national companies serving Middle East markets. 
The Government of Cyprus has encouraged this development 
by offering favorable tax treatment to off-shore companies. 
Over twenty U.S. companies are now operating in Cyprus 

and this number is expected to grow at the expense of 
Beirut, Athens, etc, 


The Government is also studying the potential for Cyprus 
as a regional financial center and may introduce regulations 
designed to fac tate this development in the near future, 
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